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The New Consolidated Returns Regulations 
By W. H. Davipson 


(New York Office) 


During the past 
which consolidated 


twelve years in 
returns have been 
allowed or required a great many tech- 
nical and complicated questions have 
arisen relating to the computation of 
consolidated net the 
ment and collection of the consolidated 
tax in connection with the statute of 
limitations, the effect of 


income, 


assess- 


the net loss 
and reorganization provisions on con- 
solidated returns, etc. Many of these 
questions have found their way to the 
Board of Tax Appeals and the Courts 
in recent years and few of them have 
as yet been finally determined. 

It was claimed that some features 
of consolidated returns were utilized 
for the avoidance of tax liability and 
it was generally recognized that be- 
cause of the many debatable questions 
involved, corporations’ tax liabilities 
under consolidated returns 
many cases uncertain. 

The last Congr attempted to 
remedy this situation by giving the 
Commissioner of Internal Revenue 
authority to prescribe regulations gov- 
erning consolidated returns for 1929 
and subsequent years and_ providing 
that the making of a consolidated re- 
turn should be upon the condition that 
all of the affiliated corporations con- 
sent to such regulations. These regu- 
lations have been promulgated as 


were in 


Regulations 75. They have been justly 
criticized as inequitable and unduly 
complicated but this article, not in- 
ended as a critique, will be confined 


to a brief summary of the more im- 
portant provisions, 


Requirements for Affiliation 

The 1928 law contains a new defini- 
tion of “affilated” corporations appli- 
cable to 1929 and subsequent years. 
There must be a parent corporation 
owning at least 95 per cent. of the 
stock of at least one of the other cor- 
porations, and at least 95 per cent. of 
the stock of each corporation must be 
owned by one or more of the corpora- 
tions in the group. 

This definition eliminates the so- 
called class B affiliation, that is, cases 
where 95 per cent. of the stock of two 
or more corporations is owned by the 
same interests. Since such class B af- 
filiations are allowed for the year 1928, 
Article 735 of Regulations 74 contains 
an equitable provision to the effect 
that such a group having a fiscal year 
ended in 1929 may file a consolidated 
return for the fractional period ended 
December 31, 1928, the income after 
that date to be included in the return 
or returns for the taxable year 1929. 
If the stock ownership in a class B 
group was rearranged prior to Janu- 
ary 1, 1929 so as to satisfy the af- 
filiation requirements for 1929, a con- 
solidated return for the entire fiscal 
year ended in 1929 will probably be 
permitted. 

Under certain conditions Canadian 
and Mexican subsidiaries may now be 
included in a consolidated return. 
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Election of Consolidated or Separate 
Returns 

whether 

returns 


Regardless of separate or 

filed for 
prior years there is a new right of 
election for the year 1929. If separate 
returns are filed for 1929 an affiliated 
group may, in any subsequent year, 
elect to file a consolidated return. The 
regulations provide, however, that if 
a consolidated return is filed for 1929 
or any subsequent year the group must 
continue to file returns 
unless (a) the regulations are 
changed; (b) a corporation not or- 
ganized by the group enters the group ; 
or (c) permission is secured from the 
Commissioner. The legality of the 
regulations has been questioned on the 
ground that the law permits a new 
election in each year but it seems 
likely, though not certain, that the law 
will be construed as granting the Com- 
missioner authority to establish such a 
regulation. 

As previously indicated the filing of 
a consolidated return will be considered 
an acceptance of the regulations in 
effect at the time the return is filed. 
However, if it can be shown that a 
regulation does not result in properly 
reflecting income the validity of the 
regulation can apparently still be con- 
tested in the courts. 

It has been held under prior laws 
that if one corporation acquires the 
stock of another corporation during 
the year three returns are required, one 
for the period of affiliation and two 
separate returns for the period prior 
to affiliation. Under the new regula- 
tions in the case of changes in the 
group during the year a consolidated 
return may include the income of the 
parent corporation for the entire year 


consolidated were 


consolidated 
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and the income of the subsidiaries for 
the period 
affiliated. 


during which they are 


Gain or Loss on Sale of Assets 

Iver since consolidated returns have 
been permitted the question has been 
debated as to the basis that should be 
used in determining gain or loss in the 
case of property owned by a subsidiary 
corporation in an_ affiliated group. 
Though the question has not hereto- 
fore been covered by regulations the 
Treasury has always held that the basis 
should be computed as though the sub- 
sidiary were not affiliated, except of 
course where the property was ac- 
quired in an intercompany transaction. 
Many accountants have claimed that 
the basis should be the cost to the affil- 
iated group and not the cost to the sub- 
sidiary. 

For example, if a corporation owns 
a patent which cost it $10,000 and if 
the patent has developed to a value of 
$100,000 and the corporation’s stock 
is acquired by another corporation for 
$100,000, in a consolidated balance 
sheet the patent would of course ap- 
pear at a cost of $100,000. It has been 
contended that this should be the basis 
for depreciation and gain or loss to 
the affiliated group. 

The new regulations specifically pro- 
vide that the basis of all property, in- 
cluding inventories, must be the orig- 
inal basis to the subsidiary corpora- 
tion, regardless of the amount paid 
for the subsidiary’s stock. This of 
course makes it desirable for the pur- 
chasing corporation to purchase assets 
rather than stock in such cases, or if 
the stock has already been acquired 
and a sale is contemplated, to sell stock 
rather than assets. The converse is 
true where assets have depreciated in 
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value, and in such cases taxpayers 
should take full advantage of the reg- 
ulations. Unfortunately there may be 
where the tax interests of the 


seller and purchaser will conflict or 


cases 


where business or legal considerations 
make it impossible to secure the great- 
est tax advantage. 

In the case of intercompany trans- 
fers during a consolidated return period 
the regulations provide, in accordance 
with prior Treasury practice, that no 
vain or loss is recognized on the trans- 
and that the 
must be used in computing subsequent 


fers, transferor’s basis 
gain or loss, ete. 

lf a corporation_is divorced from 
the affiliated group or if there is a 
change from consolidated to separate 
returns the basis of property shall be 
the same as immediately prior to the 
close of the consolidated return period. 

No gain or loss is recognized from 
the dissolution of a subsidiary during 
a consolidated return period and the 
parent corporation must use the sub- 
sidiary’s basis in subsequent transac- 
tions. Though this does not represent 
a change from prior procedure it is 
important in connection with the reor- 
ganization sections. It is probably 
possible to arrange reorganizations so 
as to leave in a subsidiary the proceeds 
from the sale of assets tax free and 
then under the above regulations to 
dissolve the subsidiary during a con- 
solidated return period. 


Basis for Depreciation, Depletion, Etc. 

Section 114(a) of the 1928 law pro- 
vides that the upon which de- 
preciation, obsolescence and depletion 
are to be allowed shall be the same as 
the basis for determining gain or loss, 


basis 


with the exception of discovery value 
in the case of mine depletion and per- 
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centage depletion in the case of oil 
and wells. 


gas The regulations dis- 
cussed above regarding the basis for 
determining gain or sale of 
assets are accordingly applicable to 
the basis for depreciation, depletion 
and obsolescence. 


loss on 


Gain or Loss from Sale of Stock or 
Bonds of Affiliated Corporation 
lor many years the Treasury held 
that if a corporation sold the stock of 
an affiliated corporation gain or loss 
Was realized as in the case of the sale 
of any other investment. Accordingly, 
if one of the corporations in the group 
sustained net were used 
by the group to offset profits of the 
other corporations the group could sell 
the stock of the losing member at a 


kc ses which 


ioss and thus secure a double deduc- 
tion for the sustained. Con- 
versely, if the corporation, the stock 
of which was sold, had undistributed 
profits accumulated after it became a 
member of the group a double tax on 
the profits would result. It was also 
possible to realize artificial losses by 
distributing to the parent corporation 
earnings accumulated by a subsidiary 
prior to the date of affiliation and then 
selling the subsidiary’s stock at a loss. 

In several decisions of the Board of 
Tax Appeals and at least one court it 
was held that no gain or loss was real- 
ized from the sale of the stock of an 
affiliated corporation during a con- 
solidated return period even though 
the affiliation was broken by the sale. 
This question is now before the Cir- 
cuit Court of Appeals and pending a 
final determination the Treasury is ap- 
parently resolving all doubts in the 
government’s favor. One of the chief 


losses 


purposes of the new regulations was 
to settle this much debated question 
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though the Treas- 
accomplishing this 
purpose has been properly subjected 
to serious criticism. 


future 
urv’s method ot 


for years, 


Under the new regulations, gain or 
loss may be realized from the sale of 
the stock of an affiliated corporation 
within or without a consolidated re- 
turn period and whether or not the 
affiliation is broken by the sale, assum- 
ing of course that it is not an inter- 
company 

If the affiliation is not broken by 
the sale, which would apparently be 
true only when the sale is of non-vot- 
ing preferred stock or less than five 
per cent. of the common stock, gain 
or loss is realized as though the cor- 
porations were not affiliated. If the 
affiliation is broken by the sale, or if 
the sale is made after the selling cor- 
poration leaves the affiliated group (as- 
suming that consolidated returns are 
filed for some subsequent 
year), gain or loss is realized, but in 
determining the amount of the gain or 
loss the basis must be adjusted in order 
to prevent the double deduction of 


sale. 


1929 or 


losses. 

The method of adjusting the basis 
is set forth in detail in Chapter 5 of 
Montgomery's 1929 Income Tax Pro- 
cedure. It may be summarized as 
follows: 

1. Compute the basis of the subsid- 
iary corporation’s stock in the hands of 
the affiliated corporations under the 
relevant provisions of the statute as 
though no affiliation existed. 

2. Decrease the basis by any losses 
sustained by the subsidiary during con- 
solidated return periods (1929 and 
thereafter) to the extent that such 
losses could not have been carried for- 
ward to apply against profits of the 
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subsidiary if it had filed separate tax 
returns. 

3. Increase the basis by the subsid 
lary's proportion of any consolidated 
net loss sustained more than two years 
prior to the sale, which loss could not 
be used by the group to offset subse- 
quent income. 

4. When the aggregate basis of all 
the subsidiary’s stock in the hands oi 
the affiliated group is determined, allo- 
cate such basis to the shares held by 
each corporation. 

5. No loss can be claimed which re- 
sults from the payment of dividends 
during a consolidated return period 
from surplus of the subsidiary at date 
of acquisition or which results from a 
reduction in such surplus by artificial 
transactions within the group in any 
year. 

6. If the sale is made after the sell- 
ing member leaves the group the basis 


is computed as of the date on which 
the selling member leaves the group 


and is then adjusted for subsequent 
transactions as in the case of any in- 
vestment. 

7. lf the losses, ete., which must be 
applied against the basis of the sub- 
sidiary’s stock under the above rules 
exceed such basis, the excess must be 
applied against the basis of the sub- 
sidiary’s bonds or other debts, in the 
hands of the affiliated group. No in- 
tercompany bad debts can be deducted 
during a consolidated return period. 

It will be noted that though the reg- 
ulations provide that the basis of a 
subsidiary’s stock must be decreased by 
losses of the subsidiary which were de- 
ducted in the consolidated return, they 
do not permit the basis to be increased 
by profits of the subsidiary which were 
taxed in a consolidated return, except 





























to the extent that such profits could 
have been offset by prior losses of the 
subsidiary if the subsidiary had filed a 
separate return. If the subsidiary’s 
stock is sold the undistributed profits 
are therefore taxed twice. 

The official Treasury comment on 
the regulations contains the following 
explanation of this inequity : 

* * ‘There is much to be said for making 
an adjustment also for the gains of the sub- 
sidiary which were taxed to it when earned. 
'owever, inasmuch as gains can be cared for 
by the declaration of dividends prior to the 
sale of the stock (thus preventing the so 
called “double taxation” for the relief of 
which the adjustment was proposed), it was 
not believed the advantages of an increased 
basis, Which would result if a consolidated 
return were filed but which would be denied 
to a separate corporation, were justified. 
Again, if adjustments for gains were to_be 
made corresponding adjustments for divi- 
dends would be required. The admittedly 
complicated provisions applicable to the ad- 
justments for losses would appear simple in- 
deed as compared to the provisions which 
would be necessary to provide properly for 
adjustments for gains and dividends. 

It will of course not be possible in 
all cases to avoid the inequity by de- 
claring as dividends the earnings after 
acquisition if these earnings have been 
invested in capital assets. In some 
cases the double tax can be avoided by 
selling the assets instead of the stock 
but as previously pointed out this, too, 
may result in an unjust tax if the sub- 
sidiary’s stock has been acquired for . 
price in excess of the basis of the as- 
sets to the subsidiary. 


Net Losses 


If a consolidated net loss is 
tained in 1929 or a subsequent year 
the loss may be carried forward to ap- 
ply against the consolidated net in- 
If a subsidiary leaves the affil- 
iated group it can carry forward no 
part of the net loss. If there is a 


sus- 


come. 
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change from a consolidated to sepa- 
rate returns the net loss can be carried 
forward only by the parent corpora- 
tion, which will work an injustice when 
the parent company is merely a holding 
company receiving tax free dividends 
from subsidiaries. 

Generally, 


consolidated net losses 


sustained in 1927 and 1928 can be 
carried forward to 1929. Corpora- 
tions which filed separate returns in 


1927 or 1928 and a consolidated return 
in 1929, or corporations which enter 
an affiliated group can carry forward 
the net losses to apply against the con- 
solidated net income. In order to pre- 
vent tax avoidance by the acquisition 
of defunct corporations with net losses 
to be carried forward, the regulations 
provide that if the subsidiary’s stock 
is acquired after January 1, 1929, the 
net loss to be carried forward to apply 
against consolidated net income can not 


exceed the cost or other basis of the 
subsidiary’s stock. 
Returns 


For 192g and subsequent years each 
subsidiary must file in duplicate Form 
1122 (one with the return and one 
with the local Collector) consenting 
to the regulations and authorizing the 
parent company to file a consolidated 
return in its behalf for the current 
year and for all subsequent years for 
which consolidated returns 
quired by the regulations. 


acc TS 


Administrative Provisions 


In order to avoid the many techni- 
cal questions which arisen in 
prior years regarding apportionment of 
tax, adequacy of deficiency notices, re- 
fund claims, etc., the regulations pro- 


have 


(Concluded on page 12) 
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Court reports and opinions are usu- 
ally thought of by the layman as dry 
and prosy reading. .\ll the more strik- 
ing, therefore, is the wealth of human 
interest found in the findings of fact 
and the opinion of the United States 
Board of Tax Appeals in the case of 
William L. Nevin, Surviving Executor 
of the Estate of John Wanamaker, 
Deceased, @. 
Revenue. 

The Commissioner had claimed ad- 
ditional estate taxes of over $10,000,- 
000 on the ground that certain prop- 
erty transfers made slightly less than 
two years prior to John Wanamaker’s 
death had been made “in contempla- 
tion of or intended to take effect in 
or enjoyment at or after 
his death,” which had occurred on De- 
cember 12, 3v far the largest 
item of the property involved was all 
but a small portion of the capital stock 
of the Wanamaker stores. The amount 
of tax involved was larger than that 
in any other one case which has thus 
far been heard by the Board of Tax 
Appeals. 


our Washington office, was associated 


Commissioner of Internal 


possession 


1922. 


Mr. Haynes, in charge of 


with the eminent counsel who repre- 
sented the Wanamaker Estate. Col- 
onel Montgomery, one of the trus- 
tees of the Estate of Rodman Wana- 
maker, the son to whom in his life 
time John Wanamaker had transferred 
the property involved, was one of the 
two principal witnesses and naturally 
keenly interested in the outcome of the 
case. 

The decision of the Board 
follows: 


Was as 


Upon this evidence, held, that certain trans- 
fers made by John Wanamaker within two 
years prior to his death, were not made in 
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John Wanamaker 


contemplation of or intended to take effect in 
possession or enjoyment at or after his death 
within the meaning of Section 402 (c) of 
the Revenue Act of 1921. 

John Wanamaker, one of our coun 
outstanding and a 
pioneer who gave direction to the de 
velopment of the department 
idea in America during half a century, 
died on 


try's merchants 


store 


December 12, 1922 at the age 
of 84 years, 5 months and 1 day. That 
all through his long life he was actively 
engaged in productive work commer- 
cially and religiously is brought out 
clearly in the following excerpt from 
the findings of fact: 


John Wanamaker was a man of unusual 


vitality. He was large in physique, keen 
mentally, with unusual quickness of step, 
always cheerful. devoutly religious, well 


read, interested in many things and an inde- 
fatigable worker until the end. He almost 
invariably arrived at the store about an hour 
before it opened in the mornings and re- 
mained until after it closed in the evenings. 
He made a daily practice of visiting each 
of the departments in his twelve-story estab- 
lishment (very seldom taking the eleva- 
tors in going from floor to floor), and con- 
structively criticising the buyers as to their 
selection and arrangement of merchandise. 
Each evening he had the buyers (number- 
ing 125 and 130) pass before him and turn 
in their sales for the day, the amounts of 
which he compared with the same day’s sales 
of the previous year. It was also his custom 
to hold morning meetings with his depart- 
ment heads. The remarks of those present 
were taken down stenographically. As a fair 
example of how these meetings were con- 
ducted, the following excerpt from the notes 
of September 27, 1920, is quoted. 


Mr. Wanamaker: | take it, that it is very 
difficult for you, Mr. Bachman, to get much 
leeway with people that you purchase from. 
Silver is very dear and I suppose there has 
been no general reduction in cheap jewelry. 

Mr. Bachman: There has been no reduc- 
tion in anything except sterling silver spoons 
and forks and that was because silver. went 
back to $1. It had been up to $1.33. 
believe Mr. Clay 
[ believe Mr. 


Mr. Wanamaker: 1 
hasn't any good accountants. 


























Frambes ought to do his work with about 
two-thirds of the force that he has. We have 
too many boys and girls of little importance 
up there. I would hire better bookkeepers 
and pay more for them possibly. I believe 
we ought to get better people, who wouldn't 
watch the clock. Well, Mr. Brewer. 


Wr. Brewer: Wages have not begun to 
come down yet. We are working to analyze 
carefully each division of our employees and 
find those who are doing the least good 
work and replace them with others who can 
do better. I am making a careful advance 
study in the matter of increasing forces for 
Christmas. We are at a decidedly hopetul 
turn in the tide. The labor market isn’t very 
different but it is enough different to show 


that we can get better people than we used 
to be able to get. We will gradually d 
what you have been saying, get two better 


ones to do the work of three. 


Wr. Wanamaker: 
that there is no 
wages. You 


You are quite right, 
sign of any reductions of 
have to be careful, be- 
the labor question is such a 
me, especially in front of an election. We 
will have to go very cautiously about it; but 
vou see, as fast as the high cost of living is 
reduced, even ten or fifteen per cent, people 
will be able to live for less. 

| believe we ought to unload all old stocks. 
It will be better and to our advantage, 
rather than to hold them. Now, it is a time 
for thoughtfulness and skill, and would help 
us if Mr. Brewer and his forces would give 
us better service. It may cost us more to 
take a thoroughly good bookkeeper instead 
of three of the people that you have, but 
think of the greater satisfaction to our cus- 
tomers. 


very 


serious 


cause 


Mr. Clay stated, great numbers of people 
were coming to this country, 62,000 week 
before last, and that last week they had to 
hold up all incoming ships for two days. 
Believes these new people will release many 
people, so that within six or eight months 
we should feel the effect, and that gradually 
we will get a better class of people because 
some of the people who have gone from us 
will be replaced. Also spoke of the reduc- 
tion in the price of lumber, which was on 
the average of a 28 per cent reduction, and 
most encouraging. 

Mr. Wanamaker said something like this 
will turn up every day. “We will have more 
trouble in drawing people to us than we have 
ever had, because they are disposed to wait. 
It is astonishing how many people are econo- 
mizing.” 


Mr. Cilley: We can sell goods now and 
get a good response. Our experience with 
our Vurniture movement here a week ago 
Was very encouraging. It indicates that peo- 
ple are watching for reductions. 


Wr. Wanamaker: Now, I am going to 
say something that rather startles me to 
think that I would say it. I have always 
felt that creating a spirit of friendliness and 
welcome in the store justified all we did 
with the organ. I have thought that inas- 
much as the Down Stairs Store is such a 
splendid big hall, that I would have an organ 
down there. But with all we are doing, 
with the military organization, our schools— 
the schools failed us in a way when our 
people went away and left us to carry all 
the education they had received here to New 
York and elsewhere. Now, our organ—we 
are playing it all day long. I think it was 
an extreme thing to have the Courboin con- 
with all the expense of it—the heavy 
advertising, the printed matter, the installa- 
tion of it night after night, people working 
until after midnight to prepare for it. 

[ am simply naming this to you in the con- 
fidence of our own understanding of each 
other, that we are not going to talk. The 
giving up of all those things. If we simply 
played the organ in the morning and in the 
evening. How much would it affect us to 
give it all up? 

Mr. Scott is in ill health and ought to be 


certs, 


relieved from command and also from any 
service. I think that for a year past, we 
haven't been up to our high point. I think 
that the last crowd that came home from 


camp was not an honor to us at all. 

| think the only schools we should have 
would be for the new people. I mean if we 
give it up. I don’t want to do that very 
carelessly. The schools we ought to have 
ought to be the schools to teach people how 
to sell furniture and dresses,—for the new or 
careless people that were not selling much 
and have those people in classes that would 
inspire them and teach them something about 
what they would have to do. 

\ll this is on the line of reducing expenses 
and being able to say that we have reduced 
expenses to make it easier for people to live. 
l am only giving you that to think about. 


During the period beginning in 1912 
and continuing up until about two 
months prior to his death, John 
Wanamaker wrote about 3,000 signed 
editorials, which appeared dailv in the 
upper left-hand corner of the Wana- 














mak.r advertisements in the daily 
newspapers. The one appearing in the 
issue for December 13, 1920, the day 
before the gift, is as follows: 


THE NEW LIFE OF THIS BIG 
BUSINESS TEMPLE IS EASY TO 
BE SEEN 
and it is remarked often by those who, cross- 
ing to other streets, walk through the store 
because they like the buzz of something 

going on. 

There is no dullness here! 

On every hand you see much that is new 
on the day you see it. 

There are few days in the year that we 
do not take in at least upward of one hun- 
dred thousand dollars’ worth of new and 
fresh goods. 

The characteristic growth of the store is 
manifest. 

There is lots of thinking going on here. 

(Signed) JoHN WANAMAKER. 
Dec. 13, 1920. 


The first line of some of the other 
editorials, together with the date on 
which they appeared, are as follows: 

October 15, 1920—To succeed in our life 
work we must not only have knowledge, but 
have wit or will to use it, at the nick of 
time. 

October 16, 1920—Today we climb over 
the top of October. 

May 17, 1921—Wonder and knowledge 
are children of pleasure no matter how old 
we get. 

May 20, 1921—It is disgraceful not to 
know things but it is a greater disgrace not 
to want to know them. 

June 21, 1922—You have often to make a 
strong battle with yourself to “win out” as 
the politicians say. 

June 22, 1922—The best lessons of life 
come along day by day as we keep steadfast 
in the path of duty. 

June 28, 1922—The patrons of this store 
will always have our first consideration. 


The parental affection which John 
Wanamaker held for his son Rodman 
is set forth strikingly in the following 
letters, which include some but not all 
of those read into the record: 

John Wanamaker, during the last three 
years of his life, wrote at least 360 letters 


and telegrams to Rodman, in which he ex- 
pressed an unusual love and affection for his 
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In many ot the letters, he made state 
ments regarding his health but did not in any 
of them say anything about the gift of the 
stock on the fourteenth of December, 1920, 
except after the gift was made, the letters 
contain phrases such as, “I have the pleasure 
of reporting to my and “Your first 
adjutant and on duty.” The following three 
letters may serve as specimens: 

4 August 1919 

Monday Noon 
Bedford Springs Hotel 
Bedford Springs, Penn. 


son. 


Boss,” 


My ever & never dearer 
precious son 

| am eager to see your face & be near you 
again after nearly three weeks of absence. 
I will be more than glad for the intervening 
two days to pass & bring the early leaving 
on Thursday for which | have the reserva- 
tions thanks to your usual care of me—lI 
feel well and strong. 

I did the mountain climb before breakfast 
& feel able to do it again if need be—but 
as this is mosquito, midget, and other fly- 
ing & crawling insects I think my room & 
its quiet & the broad views over cross 
country to the distant hills is a better place 
for me. 

I am doing some thinking about the future 
of our business that we must talk over soon 
& carefully but your first duty is to go off 
for at least a months rest—Why not take 
Violet & go to Biarritz or Minnie & her joy 
of a son. 

Think seriously of this—it is an opportune 
time now that my usual vigor has come back 
after three weeks of stillness & rest. 

Let me help you to the same for you have 
had a terribly exhaustive year. 

Do you consult Dr. Shoemaker ever about 
your own dear self— 

I feel persuaded that we cannot keep up, 
any of us forever, the same jog trot. 

Hoping to soon clasp your dear hand my 
beloved Rodman 

Your same old affectionate 
FATHER. 


Thursday 12th Feb. 1920 
Private Office 
John Wanamaker 
Philadelphia 
Dearest & most loved of all men you & 
Lincoln come along together with your birth 
days— ; 
Each of you were born with many of the 
same great qualities— 
I am so thankful that you have 
spared and that you are 
the time expanding 


been 
still young & all 
capacities and 


your 
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growing in every way to bless your 
& your chosen work— 

| greatly approve of your taking time 
away from the business to repair your mental 
& physical machinery by rest reading, trav- 
elling and play 

It is not time 
for awhile & 
freshened & 
tles- 

All the conditions of business are becom- 
ing more complex & to be leaders we shall 
study & knowledge of what is going on all 
over the world— 

\ happy—specially happy birthday season 
to you & the mother this week my precious 


family 


lost to step out & go off 
going back to the daily task 
strengthened to win new bat- 


son—A most happy & healthy New Year 
to you—too. 
Your Father with all my heart. 
9:40 a. m. 12/5/20 


Dearest Redman 

The sun shines & I go to Church & have 
my luncheon in town-to see the opening of 
the school & will return to be home with 
you at 3:30 as near as possible. 

\ happy restful day to you—I am 
well. 


very 


FATHER. 


The merchant prince by no means 
restricted his activities to his personal 
\ reading of the 


deseriptic m of 


business. following 
his varied public 
vices will account for the high esteem 
in which he was held by all: 


Sser- 


Wanamaker was actively engaged in many 
things besides his business. He was Superin- 
tendent of the Bethany Sunday School for 
65 years; Chairman of the Finance Com- 
mittee of the Board of Education, where he 
perscnally approved all bills numbering on an 
average 700 to 800 a month; President of 
the Board of the Wanamaker Institute, a 
school originally formed at Bethany Church, 


which later grew into a business college; 
Chairman of the Board of the Williamson 
School; President of the Board of Trustees 


of Pennsylvania Military College, where, in 


1921, he conferred degrees upon General 
Pershing and two Justices of the Supreme 
Court of Pennsylvania; Chairman of Devo 


tional Board, Chairman of Pulpit and Supply 
Committee, Chairman of Benevolent Board, 
Member of the Library Committee of the 
Masonic Temple; and founder of the First 
Penny Savings Bank. He was the surviving 
member of the Committee on Finance of 
the Centennial Exposition of 1876, and in 
1920 was taking an active part in the meet- 
ings in the Mayor’s office, with respect to 
the approaching Sesqui-Centennial Exposi- 


1@e 
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tion held in 1926. He always presided at the 
meetings of the World Sunday School Com- 
mittee, which met twice a year. He in- 
variably insisted that all meetings commence 
on time and when they were over he very 
seldom lingered, except after the church 
services on Sunday night. Membership in 
all the above-mentioned activities continued 
until his death. He was a public speaker of 
note and was constantly being called upon to 


make public addresses. For recreation, he 
was passionately fond of fishing and in 1921 
hooked 146 kingfish in one day. In his 


earlier life, he was the first secretary of the 
Y. M. C. A. in Philadelphia, and Post- 
master General during President Benjamin 
Harrison's administration. 


In the opinion delivered by Mr. 
Green, of the Board, the complimen- 
tary statements contained in the find- 
ings of summed up in the 
language : 


facts are 
following 


Examining the facts in this case in the 
light of the above construed meaning of the 
phrase “in contemplation of death,” we find 
a man over four score years of age, actively 
engaged not only in managing the affairs of 
two of the largest department stores of the 
United States, but taking a vigorous part in 
numerous other business and community 
affairs as well. We find him cheerful, opti- 
mistic, mentally alert and planning far into 
the future. ... A total of over 360 letters 
and telegrams written by John Wanamaker 
during the last three years of his life, and 
representing all of such writings that could 
be found, were put in evidence by the parties. 
The letters introduced by the respondent, are 
in themselves almost sufficient to overcome 
the presumption contained in the statute. 
letters, written by a father to a son 
who was the dearest to him of all people in 
the world, are spontaneous and confidential. 
They give us a clear conception of what the 
writer thought, of his outlook upon life and 
of his own ideas as to his physical condi- 
tion. 


The record of the Board’s findings 
of fact and opinion constitute a real 
tribute to a man whose ideal and motto 
it was to serve his fellowmen. 


These 


Come, take that task of yours which 
you have been hesitating before and 
shirking and walking around, and on 
this very day lift it up to do it— 
Phillips Brooks. 
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International Congress on Accounting 


By ARTHUR 
When the International Congress on 
Accounting is called to order on the 
morning at 
Hotel Commodore, it will mark the 
opening of what is expected to be the 


of September 9, 1920, 


greatest assemblage ever held of ac- 
countants and of those interested in ac- 
counting. 

the third in- 
ternational gathering of those engaged 


The Congress will be 


in the practise of accountancy profes- 
sionally, and the first convention that 
has ever united in one program the in- 
terests of private as well as public ac- 
countants. The first international con- 
vention of accountants held in 
1924 in St. Louis, when, at the invita- 
tion the American of 
Public Accountants, representatives of 
English and Scotch accounting 
ganizations were present as delegates, 


was 


of Association 


or- 


together with a few representatives of 
accounting organizations of other na- 
tions. In 1926, at Amsterdam, repre- 
sentatives of the accounting profession 
from many nations were in attendance 
and a program was carried out which 
proved to be of such value that it was 
determined before adjournment that 
similar congresses should be arranged 
at intervals of three to four years. 
Late in 1927 an invitation was ex- 
tended to the profession of account- 
ancy in the United States to be host 
to the next International Congress to 
be held, if possible, sometime in 1920. 
At a conference called late in 1927. 
in Washington, D. C., representatives 
of the two national and many of the 
state organizations of professional ac- 
countants decided to the 


assume Te- 


R. TucKER 


the 
and 
to 

program and to handle the details of 


the congress. 


5] onsibility of 
ot 


Was 


conducting 1920 


CONLTess accountants an or- 


ganization formed arrange a 


During the past year many meetings 
of the [Executive Committee of the In- 
ternational Congress on 
have been held. 
in formulating a program and in ar- 
ranging for papers. It was constantly 
borne in mind that the 1929 Interna- 
tional Congress on Accounting would 
differ from the two previous interna- 


\ccounting 
Great care was shown 


tional assemblages in that the program 
was to include discussions of subjects 
of interest to private accountants, as 
well as to public accountants. The 
program, a tentative draft which 
was published in January, shows that 
there will detailed discussions of 
many of the most pressing problems 
confronted by industry and commerce, 
not only in the United States but 
throughout the world. At the same 
time, careful stock will be taken of the 
that 
practise of 
the 


of 


be 


has made in the 
professional accountancy 


at Amsterdam 


progress been 


since in 


1920. 


congress 


The coming Congress will afford an 
opportunity to gain a clear picture of 
the status of accountancy, of the ad- 
vances that have been made of late, 
and of the problems which must be 
met in the immediate future. [Edu- 
cators from all parts of the world will 
be in attendance and will participate 
in the discussions. 


Papers will be 


presented by prominent men in the 
professional field and by corporation 
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executives, controllers, and others -in 

position to realize most fully the 
needs of business so far as account- 
icy is concerned. 

Preparations are being made to en- 
tertain twenty-five hundred visitors. 
\n elaborate exhibit of office equip 
ment and mechanical devices will be a 
feature of the congress. 
be printed in 


Papers will 
advance tm pamphlet 
form and distributed to all who reg- 
ister. will be merely sum- 
marized by their authors after which 
they will be thrown open for discus- 


They 


sion. Those who wish to discuss pa- 
pers are to register in advance with 
the secretary and they will be called 
upon in the order with which they 
register. It is expected that the dis- 
will be one of the most in- 
teresting, instructive and valuable fea- 
tures of the Congress. 


cussions 


Through the generosity of a mem- 
ber of the Executive Committee, the 
congress is enabled to offer three prizes 
totaling one thousand dollars, for the 
best essays by junior accountants or 
students of recognized accountancy 
schools, on any subject included in the 
program. Those papers must be in the 
hands of the secretary of the congress, 
Professor Giles L. Courtney, of New 
York University, by June 1, 1929. A 
special committee of three judges, 
headed by Patrick W. R. Glover, Pres- 
ident of the New York State Society 
of Certified Public Accountants, will 
pass on the papers. 

It is expected that nearly three hun- 
dred delegates from abroad will be in 
attendance. Official recognition has 
been given tue congress by the United 
States Department of Commerce and 
by the State Department of the fed- 
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eral government. Committees on co- 
operation have been organized by many 
of the state societies of certified public 
accountants and many of the societies 
have formed also committees on pub- 
licity and attendance. 

The congress represents a joint ef- 
fort on the part of all accountants and 
those interested in accounting in the 
United States to build a greater ac- 
countaney and to advance the interest 
of accountants generally. It depends 
for its support on those who are prac- 
tising accounting in the United States. 
The sessions will present an opportu- 
nity to widen acquaintanceship, not 
only among professional accountants 
but among those who are privately em- 
ployed in accounting work, including 
controllers, treasurers, and other cor- 
poration officials, representatives of 
railroads, of banks, and of industries. 

A special committee is organizing a 
comprehensive program of entertain- 
ment which will begin on Sunday, 
September 8, with the entertainment 
of the foreign delegates by Colonel 
Robert H. Montgomery at his country 
home in Connecticut, “Wild Acres.” 

The American Society of Certified 
Public Accountants will conduct its 
annual meeting in New York on Sep- 
tember 5, 6, and 7, just prior to the 
dates of the International Congress 
on Accounting; and the American In- 
stitute of Accountants will conduct its 
annual meeting in Washington, D. C., 
September 16, 17 and 18, following ad- 
journment of the sessions of the Inter- 
national Congress. 
ment, accountants from all parts of 
the United States will be able to at- 
tend sessions of the national organiza- 
tions as well as of the Congress. 


By that arrange- 
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Consolidated Return Regulations 

(Continued from page 5) 
vide that the parent corporation must 
for all purposes act as agent for the 
group. This includes correspondence, 
deficiency letters, petitions and pro- 
ceedings before the Board of Tax Ap- 
peals, refund claims, waivers, closing 
agreements, etc. 

The regulations contain two admin- 
istrative the legality of 
which may be questioned. It is pro- 
vided that the statute of limitations 
will not begin to run if separate re- 
turns are filed in a period for which.a 
consolidated return is required under 
the regulations. It is also provided 


provisions 


that if a consolidated return is filed 
each member of the group shall be 


severally liable for the tax. 
Conclusion 
\ffiiated corporations will 
have to decide whether to exercise the 
right of election to file consolidated re- 
turns for 1929. In deciding this ques- 
tion the increase of the exemptions 


soon 


from $2,000 to $3,000 to corporations 


having net income of $25,000 or less 
will be a factor in some cases. 
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The complexity of the regulations 
and the requirement that they be agreed 
to and that consolidated returns must 
be adhered to in subsequent years will 
also be a factor, particularly since a 
change can be made from separate re- 
turns to a consolidated return in any 
year. 

However, most affiliated groups will 
probably find it desirable to continue 
Most of 
the inequities and complications in the 


filing a consolidated return. 


regulations relate to special cases which 
are not of regular occurrence. It is 
also likely that taxpayers will have an 
option in later years to change to sep- 
arate returns because of changes in 
the regulations which it will be recalled 
is one of the grounds upon which a 
change to separate returns is author- 
ized. 

The changes in the regulations are 
likely to arise from agitation for sim- 
plification and correction of injustices, 
as well as from efforts by the Treas- 
ury to stop up loopholes which tax- 
payers will doubtless discover in even 
these armored regulations. 


Quizzer on Income Tax Deductions 


By L. J. OutLaw, 


In the December, 1928, issue of the 
Internal Revenue News |reprinted in 
January, 1920, issue of the L. R. B. & 
M. JourNAL| there was presented a 
quizzer covering the taxable status of 
items of income. 

The following quizzer relates to the 
deductibility of expenditures. 

Place an X in the appropriate col- 
umn opposite each item to indicate 
whether it is deductible or nondeduc- 


tible, in a return for the calendar year 
1928, filed by a citizen of the United 
States (not including a citizen of the 
class covered by sections 251, 252, and 
261 of the revenue act of 1928) who 
computes his income on the basis of 
cash receipts and disbursements. 

After completing the test, compare 
your solutions with the answers pre- 


sented on page 15 of this issue. 
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Item 


Railroad fare incident to 
COUMMUGEIIN 5.6 6 occcccsc 
Fee paid to State for bar 
examination 


Real estate tax on tax- 
payer’s personal  resi- 
MEN ns ot acne alg orbs 


Alimony paid under court 
order 
Cost of installing new ac- 
counting system in busi- 
ness, exclusive of equip- 
oo Ge eee 
Damages paid incident to 
suit for breach of prom- 
1S@: 16 WATTS so s.0 5:0 a0: 


Automobile license fee on 
personal automobile..... 
Contribution to a city for 
purchasing land to be 


used as a public park by 
city 
Cost of installing 
fixtures 


Dues in chamber of com- 
RIDE occas haeneee 
Assessment for paving 
fronting on business 
property street ........ 


Personal property taxes... 
Donation to community 
chest 
Loss from marginal trading 
in stocks 
Donation to political cam- 
paign fund 
Damages paid for personal 
injury arising from acci- 
dent caused by taxpay- 
er’s automobile not used 
for business purposes... 
Dues in labor union...... 
Expenses of operating au- 


tomobile from subur- 
ban residence to city 
ee pte ter ane 


Loss from theft of automo- 
bile on which no insur- 
ance was carried 

Property taxes paid by a 
lessee for the taxpayer 
lessor as per contract.. 

Interest on mortgage on 
personal residence ..... 

Additional Federal income 
tax for prior year...... 

Fire insurance on residence 

Fine for violating anti-trust 
act 


J 


Expense 


Item 


of attending tech- 
nical school during the 
summer 


“Loss” 


on exchange of un- 
developed suburban land 
costing $10,000 in a prior 
year, for $2,000 cash 
and city rental property 
having a_ fair market 
value of $5,000........ 
Income tax paid to a for- 
eign country that is not 
allowable as a tax credit 
Personal note for $1,000 
due next year given in 
payment of Lability as 


accommodation indorser 
on note defaulted this 
year 


Commission paid to ob- 
tain borrowed money, in 


addition to the current 
interest charge ........ 
Annual premium on _in- 


surance policy covering 
life of business partner... 
Repairs on residence owned 
and occupied by taxpayer 
Forfeited option on contem- 
plated purchase of busi- 
MESS. HOOPS .cciccices 
Fire loss on property used 
as personal residence not 
compensated for by in- 
surance 
Expense of defending pro- 
posed additional assess- 
ment of Federal income 
tax relating to business 
WOOUIIR: 5.6. oieckces a cesoenis 
State tax on bank stock 
paid by the bank on be- 
half of the stockholder. . 
Depreciation on live stock 
purchased for resale.... 
Damages to personal auto 
sustained in collision, 
caused by faulty driving 
CF MN oc ccna since 
Loss of borrowed money 
in business venture, 
which money was repaid 
to the lender in a subse- 
quent year 
Interest on delinquent pay- 
ment of additional Fed- 
eral income tax........ 
Carrying charges on un- 


productive property 


De- 
duct- 
ible 


Non 
de- 
duct- | 
ible 
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Style 
In one of Walter H. Page’s letters 
to his son, Ralph, he wrote as follows: 


Now, this whole question of style—well, 
it’s the gist of good writing. 
really effective writing without it. 
is this true of historical writing. Look at 
X Y Z’s writings. He knows his American 
history and has written much on it. He’s 
written it as an Ohio blacksmith shoes a 
horse—not a touch of literary value in it 
all; all dry as dust—as dry as old Bancroft. 

Style is good breeding—and art—in writ- 
ing. It consists of the arrangement of your 
matter, first; then, more, of the gait; the 
manner and the manners of your expressing 
it. \ork every group of facts, naturally and 
logically grouped to begin with, into a climax. 
Work every group up as a sculptor works 
out his idea or a painter, each group complete 


There's no 
Especially 


in itself. Throw out any superfluous facts 
or any merely minor facts that prevent the 
orderly working up of the group—that pre 


vent or mar the effect you wish to present. 
Then, when you've got a group thus pre- 
sented, go over what you've made of it, to 
make sure you've used your material and 
its arrangement to the best effect, taking 
away merely extraneous or superfluous or 
distracting facts, here and there adding con- 
crete illustrations—putting in a convincing 
detail here, and there a touch of color. 
Then go over it for your vocabulary. See 
that you use no word in a different meaning 
than it was used 100 years ago and will be 
used 100 years hence. You wish to use only 
the permanent words—words, too, that will 
be understood to carry the same meaning to 
English readers in every part of the world. 
Your vocabulary must be chosen from the 
permanent, solid, stable parts of the language. 
Then see that no sentence contains a hint 
of obscurity. 
Then go over the 
if they be the best. 
current phrases. 


words you use to see 
Don’t fall into merely 
If you have a long word, 
see if a native short one can be put in its 
place which will be more natural and stronger. 


\void a Latin vocabulary and use a _ plain 
English one—short words instead of long 
ones. 

While the content of an account- 


ant’s report is naturally the first con- 
sideration, style is by no means to be 
ignored. The very fact that a report 


is written in readable and attractive 


english will aid in securing a client’s 














r 














careful reading of it, and aid in bring- 
ing home to him the 
what it contains. 


importance of 


A Globetrotter 

Phe L. R. B. & M. JourNAL, con- 
trary to most publications, makes no 

It is pub- 
distribution 
among the members of our organiza- 
tion and we maintain no mailing list 
for general distribution. However, it 
does go to some of our clients and to 
other friends who have indicated an 
interest in it and have asked that it be 
sent to them. 

The requests for copies of the 
JOURNAL, originating for the most 
part probably because of the occasional 
references in the Journal of Account- 
ancy to articles in the L. R. B. & M. 
JoURNAL, come from some unexpected 
quarters. Copies of the latest issue 
went, among other places, to Alessan- 
dria, Italy; Barcelona, Spain; Tient- 
sin, China; Cebu, Philippine Islands; 
and Wellington, New Zealand. 


bid for a wide circulation. 


lished primarily — for 


The Accountants’ Club 

or years accountants in New York 
City talked off and on about the pos- 
sibility of forming a club, the mem- 
bership of which would consist of ac- 
countants, and which would have quar- 
ters where accountants might have 
lunch or dinner and come together for 
social intercourse. 

For a good many years the project 
was in that state which Mark Twain 
once ascribed to the weather, namely, 
“every one talks about it but no one 
does anything about it.’ Several years 
ago, however, a venture was finally 
made and Colonel Montgomery was 
elected president of the infant club. 
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With iis customary energy and_ re- 
sourcefulness the colonel put on a vig- 
campaign for members. Not 
only the interest of public accountants 
in New York City was awakened but 
accountants outside New 


orous 


York were 
secured as non-resident members; in 
addition corporation treasurers, comp- 
trollers, auditors and others whose 
business calling was such as to give 
them an interest in accounting were 
invited to become Today 
the club has approximately 650 mem- 
bers. Another vigorous membership 
campaign is in the offing. 


members. 


The club began with modest quar- 
ters consisting of a few rooms in the 
Hotel Belmont. have been 
outgrown and the club has just moved 
to much larger, and very attractive 
quarters in the new Hotel Montclair 
at 49th Street and Lexington Avenue, 
where the club occupies the two top 
floors. 

Not only the members of our firm, 
but quite a number of the members of 
our staff, are members of the Account- 
ants’ Club. 


These 


Solution of Test Quizzer on 
Page 12 

2 S97 O.10" pee fa tao 37 
19, 20,* 21, 27, 20," 32, 33, 34, 37, 38, 
39, and 40," are deductible. 
items 1, 2:4, 6, G; TE 45; 
23, 24. 25, 20, 26; 30> 31, 
are not deductible. 


Items 
4 


56; 1B: 22 
35,' and 36 


1 Provided membership is maintained for the pur- 
pose of advancing taxpayer’s business. 
1Subject to the 15 per cent limitation provided 
by section 23 (n) of the revenue act of 1928. 
* Subject to the provisions of section 118 of the 
revenue act of 1928. 
* However, lessor is required to return as in- 
come the taxes paid by lessee. 
* But should be spread over the period of the 
loan. 
* Unless capitalized, when the provisions of sec- 
tion 111 (b) of the revenue act of 1928 will apply. 
7 Such tax is deductible by the bank. 
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Aggregate net profits of 900 manu- 
facturing and merchandising corpora- 
tions that have now published their 
1928 reports amounted to $2,882,362,- 
000. Combined “net worth” all 
groups at the beginning of 1928 was 
$23,372,370,000, on which the year’s 
profit represented a return of 12.1 per 
cent on the stockholders’ equity, after 


of 


ha 
we 


paying all expenses, setting up depre- 
ciation paying interest on 
borrowed money and _ providing 
taxes. 


reserves, 


fc Tr 


Our analysis shows that 41 iron and 
steel companies had combined capital 
and surplus of $3,271,743,000 at the 
beginning of the vear, on which net 
profits of $232,035,000 were realized, 
giving a return of 7.1 per cent. This 
is considerably better than in 1927 yet 
below the average in most other 
Considering the importance and 
basic character of the steel industry, 
and the fact that volume of steel ingot 
production established a new high rec- 
ord in 1928, this return appears sub- 
normal, 


is 


lines. 


The automobile industry shows an 
unusually high retyrn, the 21 manu- 
facturers in this group (not including 
Ford Motor Co., whose figures have 
not yet been published) making net 
profits of $399,136,000 on a capital 
and surplus at the beginning of the 
year aggregating $1,430,648,000. This 
gives a return of 27.9 per cent and is 
considerably better than in 1927. Au- 
tomobile parts and accessories likewise 
reflect prosperous conditions, the group 
of 45 companies showing a return of 
21.5 per cent. 

3etter than average returns were 
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Corporation Earnings Return on Net Worth * 


made by the aviation industry which 
shows 34 per cent. profits on net 
worth, also by industrial chemicals 
with 17 per cent., drugs and sundries 
24 per cent., flour and bakery products 
21 per cent., household equipment 18 
per cent., printing and publishing 23 
per cent. 

Merchandising companies, including 
76 organizations in the chain store, de- 
partment store and mail order field 
show net profits last year of $204,592,- 
000 on invested capital and surplus of 
$1,208,282,000, representing a return 
16.9 per cent. The relatively high 
return in this line is due to the fact 
that the general prosperity of last year 
combined with hand-to-mouth buying 
policies permitted a high rate of in- 
ventory turnover. Moreover, it is 
probable that the large merchandising 
organizations have gone ahead some- 
what faster in recent years than have 
the small independent merchants whose 
statements are not published. 


ol 


Sub-Normal Industries 
Unsatisfactory conditions which 
prevailed in certain industries last year 
are reflected in subnormal returns 
shown by the tabulation. Coal min- 
ing, with a $530,660,000 investment 
of 19 large companies, realized only 2 
per cent net profits, while 26 cotton 
mills, with $2451,73,000 net worth, 
made 2.8 per cent. Nine meat packing 
companies, with a capital and surplus 
of $499,001,000 had 1928 earnings 
twice as large as in 1927, yet last year 
made only a 6.6 per cent return. 
Seventeen railway equipment com- 
panies with a net worth of $773,163,- 


* An interesting presentation which appeared in the April issue of the National City Bank monthly letter. 


























000 made profits last year of 5.7 per 
cent. 

Reports of 25 companies in the 
sugar industry having a net worth of 
$526,345,c00 showed profits of only 
4.6 per cent. Porto Rican sugar pro- 
ducers did relatively well, as did the 
Hawaiian group, while earnings of 
two leading refiners were well ahead 
of 1927, but most Cuban cane and 
\merican beet producers had unsatis- 
factory profits or, in some cases, defi- 
cits. Four woolen mills with capital 
and surplus of $142,442,000 had a 
combined net deficit of $2,077,000, 
while 19 tire manufacturers had their 
operating profits practically wiped out 
by inventory losses caused by the de- 
cline in crude rubber prices. 

Petroleum production and gasoline 
refining constitute the largest single in- 
dustrial group with capital and surplus 
of the 66 companies that have issued 
reports to date aggregating $3,777,- 
426,000. Earnings last year amounted 
to $416,956,000 or 11.1 per cent on net 
worth, which was better than in the 
preceding year, but allowance should 
be made for the fact that some produc- 
ing companies do not make any charges 
against profit and loss account for de- 
pletion of reserves, so that the actual 
net profit (exclusive of capital re- 
turned on depletion account) is some- 
what less than the figure given. In 
the copper industry the same holds 
true as some companies do not provide 
for the exhaustion of ore reserves and 
the calculated 13.2 per cent. return in 
1928 is somewhat over-stated despite 
the material improvement expericnced 
last year. 


Scope of Study 


No extended comment appears 
necessary regarding the accompanying 
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table, which is in such form that it 
speaks for itself and should, we be- 
lieve, merit careful examination. A 
compilation of these published figures 
on such a comprehensive scale, em- 
bracing the majority of large American 
corporations which handle a major 
share of the country’s total volume of 
business, furnishes a valuable cross- 
section of the economic structure and 
clearly brings out the high lights of 
prosperity. 

There has been no arbitrary selec- 
tion of companies and every available 
name has been included, provided the 
concern’s published arnings (or 
losses) amounted to at Teast $100,000 
in any of the last three years, and that 
it was directly engaged in industry or 
trade, and not merely an investment or 
financing company. Fiscal years end 
December 31 for most concerns, but 
a limited number of other fiscal years 
have been included, particularly in the 
sugar industry which closes its season 
any time from July 31 to December 
31; meat packing which is on a No- 
vember 1 basis for the large packers, 
and merchandising which in many 
cases closes its year on January 31. In 
order to make the tabulation complete 
we have included these exceptions with 
fiscal years ended July 31, 1928 to 
February 28, 1929 and therefore hav- 
ing the major part of their operations 
in the calendar year 1928. 

Net worth is calculated on the out- 
standing preferred and common stock 
and surplus at the beginning of the 
1928 calendar or fiscal year, except 
that in a very few instances statements 
of a slightly different date had to be 
used. This has been done because it 
was impossible to obtain back state- 
ments of many sizeable companies 


which last year did their first public 
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financing in connection with which a 
single balance sheet was issued. Ina 
few cases where net worth was ma- 
terially changed by mergers taking 
place during the year adjustments have 
been made therefor. 

Profits are taken after all expenses, 
interest charges, reserve for deprecia- 
tion and provision for taxes have been 
deducted, except in a limited number 
of cases where certain of these charges 
Due to the lack 
of uniformity in accounting practice 
it is impossible to compile reports of 


are not allowed for. 


a large number of companies on an 
absolutely comparable basis, but the 
discrepancies are not so numerous or 
large as to make any appreciable dif- 
ference in the totals. Classification has 
been limited to broad industrial groups. 

\ll but 4 per cent of the companies 
studied “million dollar corpora- 
tions,” while 46 per cent. have a net 
worth of. $10,000,000 or more. United 
States Steel Corporation had at the 
beginning of last year a capital and 
surplus of $1,705,397,000 while Gen- 
Motors Corporation had $720,- 
001,000 and there were in all 46 in- 
dustrial giants with a net worth in ex- 
cess of $100,000,000. 


Railroad and Public Utility Profits 


It is impossible to include railroads 
and public utility systems in a tabula- 
tion such as is presented herein for the 
reason that the inter-stock ownership 
among railroads, and the separate op- 
erating, holding and intermediate com- 
panies among utilities result in a sub- 
stantial and misleading duplication of 
profits in any composite statement. It 
is of interest to observe, however, that 
the net railway operating income of the 
r85 Class I American railroads last 
year amounted to $1,193,134,000 on a 


are 
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valuation of railway property used in 
operations (not based on stock and 
bond capitalization) carried on the 
books at $25,022,632,000, representing 
a 4.71 per cent return. On the Inter- 
state Commerce Commission’s valua- 
tion of $21,500,000,000 for rate mak- 
ing purposes the return was 5.5 per 
cent. These earnings, however, are 
before payment of interest on bonded 
indebtedness and before adjustments 
for outside income and sundry deduc- 
tions, so that the percentage return on 
the stockholders’ equity would be al- 
tered accordingly. 

Ninety-five electric light, 
power, gas, water and other public 
utility systems had a combined operat- 
ing income in 1928 of $857,400,000, 
while ninety-four telephone and tele- 
graph companies had $252,244,000. 
Operating companies in the utility field 
have somewhat above the 
railroads but below the industrials, on 
The American Telephone 
and Telegraph Company had outstand- 
ing capital stock, instalment receipts, 
and surplus at the beginning of last 
year of $1,404,667,000, on which the 
net profits of the holding company, 
after bond interest, depreciation, etc., 
and available for dividends, amounted 
to $143,170,000 and represented a 10.2 
per cent. return on the stockholders’ 
equity. 

Ageregate net profits in 1928 of the 


large 


earnings 


an average. 


goo industrial and trading companies 
in this study were 23 per cent. ahead 
ahead of 

Net in- 
come of the railroads in 1928 was 9.9 


of 1927 and 13 per cent. 


1926, the former record year. 
per cent above 1927 but 3.1 per cent 
below 1926, while the telephone group 
was 10.8 per cent. above 1927 and 18.9 
above 1926, and the other utilities were 

















10.6 per cent above 1927 and 19.9 per 
cent above 1926. 

Income tax receipts by the United 
States Treasury have shown a corre- 
Re- 
ceipts in the month of March, repre- 
senting the first instalment of taxes on 
1928 earnings, are more than 20 per 
cent. above March of a year ago. 

A feature of the returns, in addition 
to the prosperity of corporations, ex- 


spondingly large increase this year. 
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tra dividends, wide-spread bonuses 
and profits in stocks which they reflect, 
is the large number of new taxpayers 
who come this year for the first time 
As a result 
of this increase in March tax receipts 
the Treasury has eliminated the deficit 
under which it had been operating and 


into the tax-paying class. 


there is promise of a surplus at the end 
of the current fiscal year on June 30. 





CORPORATION EARNINGS RETURN ON NET WORTH? 
Net Worth Net Profits %o Return 

No Industry Jan. 1. 1928 1928 1928 
12 Agricultural Implements .......... $479,288,000 $60,177,000 12.5 
Te NS So oiiccicet eu cenoseens 471,297,000 52,072,000 11.0 
ZS FORO ONG. ce o.c0cacniclecselecicsews 160,820,000 19,658,000 12.2 
Be PAINS nied ose on wae teres 1,430,648,000 399,136,000 27.9 
45 Ate ACCESSORIES: <2. c.cscsiceccesce 390,652,000 84,094,000 21.5 
i IY cen ge ctadrn cate wets a serene eels 14,440,000 5,009,000 34.6 
3S Batidtne Materials: oe.vsccccec ccc 566,661,000 50,212,000 8.8 
21 Chemicals—Industrial ............. 953,502,000 161,649,000 17.0 
9 Chemical Products—Misc. ........ 151,161,000 18,452,000 12.2 
TO Cee TE on. o.ccweiclsiseic sinesncs 530,660,000 10,838,000 2.0 
BO Com IN oo os nsec cedar siceisione 687,801,000 90,685,000 13.2 
Be Cpe TN coe eb sivas ncomcenunes 245,173,000 6,872,000 2.§ 

17 Drugs and Sundries .....ccccecees 196,990,000 48,138,000 24.5 
24 Electrical Equipment .............. 789,600,000 131,008,000 16.6 
16 Pilour atid) Bamety sc. cccsccccsses 354,288,000 75,068,000 21.2 
36 Food Products—Misc. ............-. 710,462,000 119,723,000 16.8 
20 Heating and Plumbing ........... 341,444,000 37,331,000 10.9 
18 Household Equipment ............. 197,676,000 35,938,000 18.2 
Gt Tem, ANG SHOE) sc niccinc.vacvswiscews 3,271,743,000 232,035,000 ZA 

14 «Eater ated SHOG: 2.005. cssccescc 281,446,000 31,713,000 13 
9 Lumber and Furniture ............ 98,459,000 5,029,000 5.1 
Fe ee, Cr re 511,429,000 58,718,000 11.5 
O Ree PN. 5 seks cwiincccawesas's 499 001,000 32,826,000 6.6 
FO MRO AUISIE aioe 0 shii0-6 screened 1,208,282,000 204,592,000 16.9 
27. Metals Non-Ferrous( Except Copper ) 477 812,000 48,411,000 10.1 

12. GRC. HORNE x 6.oo sc ceasinccess 154,100,000 24,302,000 15.8 
10 Paints and Varnishes............... 109,310,000 13,999,000 12.8 
is Paper PROMS: cc ccciiesceccecces 132,738,000 10,844,000 8.2 
Gi FORM oo git insta niarsio dicimetee Vers 3,777 426,000 416,956,000 11.1 
19 Printing and Publishing ........... 148,121,000 34,091,000 23.0 
17 Railway Equipment .............. 773,163,000 44,426,000 SZ 
Se EY 6 Fate nteic mem bebe 613,881,000 2,308,000 0.4 
16 SROEEE CRG cv iin tc cescemcenes 170,286,000 13,134,000 7.7 
16 Seca POs 66-5 s cesaeecacedae 85,926,000 7,093,000 8.3 
Pe RR i or ee areas Sle 526,345,000 24,234,000 46 
16 Textile Products—Misc. .......... 225,680,000 21,954,000 9.7 
Be PROEDT © Sudan eh er ccwcneeneco ted 876,107,000 117,872,000 13.4 
W WOME. oviwastld-c anne eaaweuwuwsears 142,442,000 2,077 ,000* 1.5* 
43 RRCRNAOEONG © 656.555 oan vc caceuceee’ 616,110,000 73,842,000 12.0 
GOW Grand Total od. ciacccccceascweeies $23,372,370,000 $2,822,362,000 12.1 

* Deficit. 


+ Capital stock outstanding and surplus at beginning of year. 
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Debenture is an Old Word for Acknowledging A Debt 


Its Use in the Farm Bill Discussion Serves to Bring It Again to Public Notice 


Legislative discussion of the farm 
bill at Washington has brought into 
common speech a term that has hither- 
to been confined almost entirely to the 
people of Wall Street and the financial 
notices of the newspapers. It is the 
‘debenture.”” The Senate Com- 
mittee insists upon inserting a plan for 
debentures in the bill and the Presi- 
dent and members of his Cabinet argue 
at length that there should be no de- 
benture scheme. What, then, is a de- 
benture ? 


‘ 


word 


Like many new things, debentures 
are really very old. The word itself is 
merely the Latin word “debentur,” 
meaning literally “there are owed.” It 
was the first the form that 
was used in early English times to <le- 
note an acknowledgment of debt by 
the Crown, given to public servants, 
soldiers and the like for services, to be 
presented for payment to some desig- 
nated person at some fixed time. All 
debentures, then, are simply acknowl- 
edgments of indebtedness. 

With the development of stock com- 
panies in England, debentures became 
increasingly important and  compli- 
It was estimated before the war 
that outstanding debentures of British 
companies represented $2,500,000,000. 
There are now many kinds of deben- 
tures, differing in the nature of the 
security and conditions of payment. In 
England they talk of “debenture 
stock,” which is merely to say certi- 


word of 


cated. 


ficates of fixed amounts representing 
that share in a loan raised publicly by 
a corporation. There are also “parti- 


Reprinted from The New York Times of April 
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cipating debentures,” where the bor- 
rowing company agrees to pay to the 
lenders a share of the profits without 
the lender’s buying capital stock in the 
company. 

In American usage debentures have 
been limited to loans of corporations 
without mortgage, differing therein 
from bonds, which are usually defi- 
nitely secured by a lien on property. A 
corporation that has bonds outstand- 
ing and wishes to raise more money 
may put out debentures, paving there- 
for a higher rate of interest; or a cor- 
poration which has a high credit stand- 
ing may find it can raise the money it 
needs without giving a specific mort- 
gage, merely on this form of acknowl- 
edgment of debt. 
the deben- 
ture represents a draft on the Treas- 
ury. 


In government finance 
For example, the importer who 
pays duty on goods which he expects 
to export again may receive a deben- 
ture from the government for the 
amount of the duty, the debenture to 
become payable when it is shown that 
the goods have been shipped. 


An Unbalanced Sheet 
Commercial Traveler—Our _ busi- 
ness is so large that my firm has just 
engaged ten men to do nothing but 
pump water to moisten stamps. 

Rival—That’s nothing. Our _ busi- 
ness is so huge that the head book- 
keeper has to go by car from debit to 
credit in his ledger. 


—Der Gemiitliche Sachse, Leipzig. 
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